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YUGOSLAV KEY ECONOMIC INDICATIONS 


All values in US $ million and represent 
period averages unless otherwise indicated *Yugoslav Statistics 





Official Exchange Rate: Ay B 1/ C ay D 1/Est. 
1977: US $1 = 17 dinars 1977 1978 % Change 1979 
1978: US $1 = 18.25 dinars 








INCOME, PRODUCTION, EMPLOYMENT 





GNP at Current Prices 49,385 55,678 3 62,910 
GNP at Constant 1967 Prices 15,3215 16,540 0% 17,900 
Per Capita GNP, Current Prices 2,268 2.335 ‘ 2,850 
Plant and Equipment Investment 8,794 10,800 ; 14,000 
Personal Income 247 276 : 330 
Indices: (1967 = 100) 

Industrial Production 100 109 ; 117 

Average Labor Productivity 100 103 : 106 

Average Industrial Wage (Real) 100 106 5 113 
Socially Employed (1) 5,133,000 5,385,060 <97% 5,546,500 
Average Unemployment Rate (%Z) (2) 1230 ae 4 ae 2.5 


MONEY AND PRICES 


Increase in Money Supply (billions/din) 42.8 
Increase in the Monetary Base (primary 

issue) (billions/dinars) 15,129 
Interest Rates (Organization) 8-10% 
Indices: (1977 = 100) 
Wholesale Prices 100 
Retail Prices 100 


BALANCE Oi PAYMENTS AND TRADE 





Gold and Foreign Exchange Reserves* 
Official 2, 222 -1.72 
Unofficial 883 38.4% 
External Public Debt (US $ billion) £128 2452 
Annual Debt Service 1,800-1,900 (est.) 
Balance of Payments 2 (US $ billion) ; -1.3 -23.62 
Balance of Trade (US $ billion) ; -4.317 -1.47% 
Exports, FOB (nominal) 3,072 7.9% 
US Share* Sy.) 24.9% 
Imports, CIF (nominal) 9,988 4.8% 
US’ Share* 616 13.02 


MAIN IMPORTS FROM THE US: 1978* 





Agricultural Products $85.9 Office Machinery $49.9 
Passenger Aircraft $38.6 Nuclear Equipment $13.4 





(1) Number in socializec sector. Excludes an estimated 4 million privately 
employed workers, mostly farmers. 

(2) The number of those registered as seeking employment (which includes some 
already employed) divided by the domestic labor force in the socialized 
sector. 





SUMMARY 


By mid-year 1978, the Yugoslavs were expressing concern over the negative 
trends in the economy--the overheated domestic demand, continued high levels 
of foreign borrowing, poor export performance, and upward pressure on wages 
and prices. A stabilization policy for 1979 was announced in late December, 
aimed at more balanced growth. Guidelines call for lower growth in real Gross 
Social Product (6%), industrial output (7%), and capital investment (7%). 

The money supply, which had increased by 28.9% in 1978, is limited to 

a rate of growth of 18% in 1979; and the increase in the cost of living to 
approximately 13%. Higher prices for oil and raw materials and a greater need 
for imported feed grains will increase import costs, and the Yugoslavs project 
a trade deficit of $4.8 billion for 1979. Imports for reconstruction of the 
Montenegrin littoral, following the April 15, 1979, earthquake, will place an 
additional burden on the economy. A reduction in tourist earnings, which may 
occur as a result of the psychological impact of the quake, could reduce signi- 
ficantly the revenues from invisibles. 


Economic performance in the first half of 1979 overran most of the stabiliza- 
tion goals. The Yugoslavs currently are undertaking a wide range of measures 
to reduce consumer and investment borrowing, restrict the growth of the money 
supply, curb price rises, and reduce consumption of petroleum products. Many 
investment projects are being rescheduled and may be pushed back into the 
1981-85 plan. The Yugoslavs will have difficulty achievin> the targets set 
for 1979, especially in the light of semi-annual data. However, they have 
clearly established long-term stabilization goals, which they may choose to 
pursue more cautiously in order to avoid the risks accompanying a more stringent 
program which would reduce economic development. Prospects for exports of 
capital equipment to Yugoslavia remain good, however, as Yugoslavia will con- 
tinue to promote at least moderate investment expansion to meet employment and 
development needs. 


CURRENT ECONOMIC SITUATION AND TRENDS 





Current Yugoslav economic policy calls for more balanced and ~ational growth 

in order to reduce the overheated domestic demand while still permitting the 
moderate economic expansion needed to satisfy employment and cevelopment goals. 
Target growth rates are generally below those achieved in 1978. The Gross 
Social Product should increase by approximately 6% in real terms; and indus- 
trial output and capital investment each by 7%. Growth in the money supply, 
which increased by 28.9% in 1978, should be limited to 18% and the increase in 
the cost of living to 12-13%. In real terms, exports should increase by at 
least 5% and imports by only 2%. A current account deficit of approximately 

$1 billion was originally projected but revised upwards to $2 billion. 


The Yugoslavs hoped for a gradual turn-around in economic trends in early 

1979 as the influence of the overheated expansion of 1978 diminished. Instead, 
consumer and investment demand remained high: for the first si.« months, 
industrial output increased by an estimated 9%, and capital investment, in 





real terms, by over 15%. Retail prices climbed 11.8% between December 1978 
and the end of June 1979, absorbing almost all of the increase planned for the 
entire year. The trade imbalance worsened, with exports up 2% in real terms, 
and imports 12%. The terms of trade deteriorated slightly as export prices 
rose 13% and import prices 17%. The total cost of imports for the first six 
months is estimated at $6.2 billion while exports approached $3 billion. The 
National Bank, alone, managed to respect the original stabilization guide- 
lines, keying money supply growth to half the projected annual rate during 

the first half of the year. As a result, liquidity problems have begun to 
develop in commercial banks which prompted the National Bank to lower the 
reserve rate twice in the first seven months. External debt increased by 
24.2% through 1978 to $11.8 billion at year end. This figure will increase in 
1979 as Yugoslavia covers its anticipated current accoun® deficit through 
reserve draw-downs and additional foreign borrowing. A more modest domestic 
investment program may reduce the growing demand for foreign credits and 
replacements of existing debts should improve annual service costs. Never- 
theless, while the Yugoslav Government is clearly concerned about the future 
economic and political ramifications of its dependence on foreign capital 
markets for short-term funds, it is eager to engage external developmental 

and investment resources. 


achieve their stabilization goals set forth for 1979. The most serious problem 
will be in keeping the current account deficit below $2.5 *illion. Adverse 
weather conditions have reduced the spring wheat harvest while no bumper crops 
are expected for other types of produce. A drought in mid-1978 reduced last 
year's corn harvest; and Yugoslavia has contracted heavy imports of feed grain 
from the United States throughout 1979 to offset this loss. The need for addi- 
tional grain imports will increase Yugoslavia's import bill as will further 
increases in oil prices. Oil product imports would cost the country an esti- 
mated $2.4 billion in 1979 if current prices and import quotas are not changed. 
The post-earthquake reconstruction needs of Montenegro will be a special 
problem as the Yugoslavs must develop an acceptable program to shift resources 
for rehabilitation of this under-developed republic from other regions. Foreign 
exchange earnings from tourism, important to offset the trade deficit, will 
probably also decline in 1979, as some potential visitors are deterred from 

the entire Adriatic coast. More restrictive measures to implement the stabili- 
zation policy can be expected in the second half of the year. The federal 
government has already mobilized republic support for measures aimed at 
reducing imports and announced in August a broad freeze on retail prices. 

Some growth in investment must continue, however, to support Yugoslav develop- 
ment goals and to provide employment opportunities needed in the economy. 


Qutlook for Remainder of 1979. It is unlikely that the Yugoslavs will fully 


IMPLICATIONS FOR THE US 


Opportunities for US Suppliers. Expoit sales by US suppliers of capital goods 
should continue to be strong but there may be some reduction in the rate of 
growth of imports in this field. The US has become a preferred commercial 


partner for Yugoslavia, thanks to the high technology of industrial goods 





and its reputation as a less protectionist market than other developed 
countries. Last year, Yugoslavia covered two-thirds of its imports from 
the US with export sales. For the first six months of 1979, however, this 
ratio dropped to a little over one-third, with US exports to Yugoslavia 
totaling $522.3 million and imports $188.5 million. Improving the Yugoslav 
share in this expanding commercial relationship is a priority task of both 
partners. 


Import Restraints. Yugoslav measures to control imports include tarrifs, 
quotas by value or quantity, import license requirements and hard-currency 
controls. In addition, “countertrade," a system of balancing a sale to 
Yugoslavia with an export purchase equal to some portion of the amount, con- 
tinues to be a quasi-legal requirement for sales to Yugoslavia, although it 
has recently received some criticism in the Yugoslav press as being counter- 
productive. Yugoslav authorities are currently engaged in a broad evalua- 
tion of the country's overseas commercial relations and are expected to 
develop more effective export incentives and import guidelines. Meanwhile, 
major responsibilities in the area of foreign trade are being transferred 

to the republican level, with whom potential trade and investment partners 
are cooperating on a variety of projects. 


Joint Ventures. In 1967, legislation permitting joint venture investment 

was enacted, making Yugoslavia the first communist country to allow such 

forms of industrial cooperation with western firms. This ‘taw was amended in 
1978 and as of November 1 of that year, 163 joint venture contracts had been 
registered. Of these, 28 involved US or US subsidiary investors. At present, 
major US joint venture partners include Dow Chemical, Gillette, General Foods, 
and General Motors. The Dow Chemical project, registered in 1976 with the 
Yugoslav petrochemical firm INA is, in monetary terms, the largest joint 
venture in Yugoslavia. Although foreign firms welcome the opportunity to work 
with Yugoslav enterprises, the reaction to the newest investment law is mixed. 
Some foreign investors, in particular, are-.seeking clarification of certain 
conditions in the law relating to equity participation. Despite this initial 
uncertainty, at least seven new joint venture agreements have been registered 
over the last year, including four with US partners. A new booklet, “Investing 
in Yugoslavia," will soon be published by the Overseas Private Investment 
Corporation, outlining the provisions of the new legislation. 


BEST PROSPECTS FOR US PRODUCTS 


The Yugoslav 
market for electrical power equipment, especially in the thermrelectric field, 
is in the winner-take-all stage of completion. Yugoslav authorities want to 
settle on one good 600 MW unit for projects throughout the country. Domestic 
manufacturers presently build thermoelectric power units up to 300 MW. Since 
most new units will be in 500-600 MW range, Yugoslav contractors will be 
forced to team up with foreign suppliers if they are to participate. Up to 
the present, Yugoslavia has been oriented toward certain European manu- 
facturers, and technicians and engineers are most familiar with their 





equipment. There are several factors that are particularly important in the 
selection of foreign supplies for major power projects. Yugoslavs are very 
sensitive about the terms, conditions, and interest rates of long-term foreign 
credit to finance equipment purchases. Another important consideration is 

the amount of countertrade a foreign firm can absorb against its share of a 
project. Usually Yugoslavs ask foreign suppliers to offset 40% of their 

sales with purchase of local products, but the percentage rises when there 

are many foreign firms competing. 


Pumps and Compressors. With its heavy emphasis on development of processing 
industries, especially basic chemicals, petrochemicals, construction and 
mining, Yugoslavia is, and will remain for some time tc come, a lucrative 

$100 million market for foreign suppliers of pumps and compressors. Used in 
almost every industry, pumps and compressors are in great demand in Yugoslavia. 
With specific emphasis in the five-year plan on processing industries, espe- 
cially chemical, petrochemical, construction, and extraction of minerals, 

this type of equipment is being heavily imported. 


Excavating and Mining Equipment. US excavating, earth-moving, and mining 
equipment has always been held in high regard in Yugoslavia. Now that they 
have become competitive in price, US firms pay increased attention to this 
significant import market which, at $150 million, is expected to grow further 
to meet goals of the Yugoslav development plan. Besides tieir activity in 
Yugoslavia, several dozen Yugoslav contractors are active abroad, especially 
in northern Africa and the Middle East, and they often purchase foreign 
equipment (including American) for their construction sites. In addition to 
increasing iron ore production from six to 11 million tons between 1976 and 
1980, the Yugoslav plan calls for increased exploitation of non-metallic 
minerals from 4,279 tons to 8,216 tons. Similar expansion goals have been 
announced for nonferrous metals. 


Metal Treating and Finishing Equipment. Metal treating and finishing equip- 
ment promises to remain a major area for sales of US equipment and technology 
in Yugoslavia. The present market of $113 million (1977) is expected to reach 
$210 million by 1980 as Yugoslavia invests more in expanding ferrous and nun- 
ferrous metallurgy, a planned priority area. US cold-rolling, tube-mill, 
hot-rolling, and casting plant equipment, in that order, are considered to 
have the best chances for sales in the Yugoslav market in the coming years. 
Trailing close behind are nonelectric and electric, industrial melting and 
refining furnaces. 


Machine Tools. At present machine tools represent a $154 million import 
market in Yugoslavia. While US suppliers in recent years have done well 
(from a 2% share in 1974) in catching up with the USSR and France, they are 
still far behind West Germany. Based on the quality of US machine tools and 
their price competitiveness, it is estimated that US suppliers could capture 
a market share of at least 25%. The Yugoslav five-year plan gives high 





priority to industries (e.g., ship building, ferrous and nonferrous metal- 
lurgy, agricultural and food processing equipment and electrical power 
equipment) which require heavy outlays in machine tools of all types to 
expand. Besides selling sophisticated machine tools, there will be oppor- 
tunities to sell technology for production of simpler machine tools which 

are not at present manufactured in Yugoslavia. Competition from domestic 
suppliers will not be strong within the next few years, even though machine 
tool building has been named as one of the eleven priority fields within the 
machine building industry. Even at that time this competition will be in the 
traditional machine tool fields, and US suppliers will be able to market 
directly nontraditional technologies such as abrasive, ultrasonic, electro- 
chemical, electrical discharge, chemical and petrochemical machining, and 
low stress grinding. Presently Yugoslav enterprises are mainly interested 

in machining centers, transfer lines, internal diameter grinders, numerically 
controlled machine tools, and special machine tools. 


Electronic, Laboratory, Scientific and Engineering Instruments. With 
negligible indigenous production, the Yugoslav market offers a good potential 


for foreign suppliers of all kinds of instruments. While US suppliers have 
done well so far, they could probably improve their position if they would 
promote their products more actively. Yugoslavia has little domestic produc- 
tion capability in this field. Instruments made in Yugoslavia are usually 

of a simple type (thermometers, thermostats, some meteorological instruments, 
etc.). Little money is being invested in development and <esearch in the 
Yugoslav economy, thus effectively preventing the growth of domestic instru- 
ment production. For that reason, Yugoslavia depends on foreign suppliers 
or foreign licenses for instruments developed through extensive scientific 
research. Yugoslav authorities realize that having several dozen good 
scientific institutes is not enough and are pushing for closer cooperation 
between theoretical research and its practical application in the economy. 
Recently some institutes were opened within the organizational framework of 
large conglomerates (such as Energoinvest, Iskra, EI-Nis, etc.) sponsored 

and financed by them, and committed toward helping to increase the produc- 
tivity and development of indigenous technologies. This market is certain to 
grow and US suppliers should make additional, more specific efforts to promote 
their products here. Given the technological lead the US has in instrumenta- 
tion production and the scientific research on which it is based, American 
suppliers should be able to capture about 50% of the market. 


# U. S, GOVERNMENT PRINTING OFFICE: 1979—311-056/212 











